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WASHINGTON STATE DEPARTMENT OF

Natural Resources

Doug Sutherland - Commissioner of Public Lands

OIL AND GAS LEASE

Agreement No.

THIS AGREEMENT is made by and between the STATE OF WASHINGTON, acting by and
through the Department of Natural Resources, (hereinafter "State™) and
, (hereinafter "Lessee™).

DEFINITIONS
For the purpose of this Agreement the following definitions shall apply:
Oil or Gas: Oil or gas shall mean liquid or gaseous hydrocarbon substances found to exist
naturally within the Property and that have not been injected into the Property by the Lessee or any
other person.
Associated Substances: All gaseous or liquid substances produced in association with oil or gas,
but it shall not include coal, lignite, oil shale, similar solid hydrocarbons, minerals, water, steam or
any geothermal resources.
Contract Year: The annual period between the Commencement Date and each anniversary of the
Commencement Date. The Contract Year shall be identified by the year in which the Contract
Year began.
Unitize: The operation of all or part of a field as a single entity for operating purposes.
In- Place Oil and Gas: The total amount of Oil and Gas calculated to be remaining in the

Property, using standard industry methods, without regard to the ability to recover such oil and/or
gas.

SAMPLE
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SECTION 1 TITLE AND WARRANTIES

1.01 Property. State leases to the Lessee in consideration of the rents and royalties to be paid
and the covenants and agreements to be kept and performed by Lessee, property in

County, Washington (hereafter “Property”), the legal description of which is set forth in
Exhibit 1A, attached hereto and incorporated herein by this reference.

1.02 No Warranty of Title. This Agreement is granted without warranty of title, either express
or implied, as regards oil and gas mineral rights, and covers only State's present interest in the
Property. No representations, warranties or guarantees of any kind are made by the State, and the
State shall not be subject to any liabilities whatsoever on account of any shortage or defect in title
to any part of the Property. The Lessee represents that Lessee has investigated the title and is
satisfied with such title as the State may have. State hereby disclaims any covenant of quiet
enjoyment or peaceful possession of the Property.

1.03 Condition of Property. Taking possession of the Property by Lessee shall constitute
acknowledgment by Lessee that the Property is in good and tenantable condition and that the
Property is in all respects suitable for the uses permitted in Section 3 (Permitted Use). The State
has no obligation to make any repairs, additions, or improvements thereto and expressly disclaims
any warranty that the Property is suitable for such use.

SECTION 2 TERM

The right of possession shall commence , ("Commencement Date")
and continue to (“Term”). The Term shall be extended so long as
Lessee shall produce oil, gas or associated substances in paying quantities or so long as Lessee
receives an allocation of production because of this Agreement's share of pooled or unitized
interest in production and, in either case, Lessee is in compliance with the provisions of this
Agreement. The Term shall be further extended as provided in RCW 79.14.020, RCW 79.14.050
and WAC 332-12-390.

SAMPLE
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SECTION 3 PERMITTED USE

[SELECT APPROPRIATE USE; IF MORE THAN ONE APPLIES, DESIGNATE
PARCEL(S) AFFECTED]

[No Restrictions: we (DNR/WDFW/DOT) own surface and mineral rights]

Permitted Use. The Lessee shall have the sole and exclusive right to explore for, drill, extract,
remove, transport, treat, process, and dispose of all the oil, gas and associated substances from the
Property during the Term of the Agreement as set forth in an approved Plan of Operations.
Further, the Lessee shall have the right to construct, use and maintain within the Property roads,
pipelines, utility and power lines and other structures and improvements, subject to the approved
Plan of Operations.

[Limited: we only own the mineral rights]

Permitted Use. The Lessee shall have the sole and exclusive right, subject only to the
requirements of Section 5.05 below and the other provisions of this Agreement, to explore for,
drill, extract, remove, transport, treat, process and dispose of oil, gas and associated substances
from the Property during the Term of the Agreement as set forth in an approved Plan of
Operations. No rights outside the Property are being conveyed by this Agreement.

[Limited: surface manager (DNR/WDFW/DOT) has determined there will be no surface
occupancy]

Permitted Use. The state surface manager has determined that there will be no surface use.
Therefore, the Property may be accessed only by directional drilling from adjacent lands to
explore for, drill, extract, remove, transport, treat, process and dispose of oil, gas and associated
substances from the Property during the Term of the Agreement as set forth in an approved Plan of
Operations. No rights outside the Property are being conveyed by this Agreement. All surface
disturbances on the Property are prohibited unless otherwise authorized by a surface use
agreement with the state surface manager. If after the date of this Agreement, the State’s surface
manager determines that no surface use of the Property shall be allowed, then Lessee shall have
the right, for a period of ninety (90) days after such determination becomes final, to terminate this
Agreement on sixty (60) days notice to State and receive a refund for bonus and rentals paid.

[Use for agreements WHERE PART OF Property is RESTRICTED TO
POOLING/DIRECTIONAL DRILLING]

Permitted use. For those lands described in Exhibit 1A under clause “A”, the Lessee shall have
the sole and exclusive right to explore for, drill, extract, remove, transport, treat, process, and

dispose of all the oil, gas and associated substances from the Property during the Term of the
Agreement as set forth in an approved Plan of Operations. Further, the Lessee shall have the right
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to construet,‘use and maintain within the Property roads, pipelines, utility and power lines and
other structures and improvements, subject to the approved Plan of Operations. The property
described in Exhibit 1A under clause “B” may be accessed only by directional drilling from
adjacent lands to explore for, drill, extract, remove, transport, treat, process and dispose of oil, gas
and associated substances from the Property during the Term of the Agreement as set forth in an
approved Plan of Operations. No rights outside the Property are being conveyed by this
Agreement.

SECTION 4 PAYMENT

401 Rental. The Lessee shall pay to the Department of Natural Resources, at PO Box 47041,
Olympia, Washington 98504-7041, in advance, the required minimum rent of $1.25 per acre
annually for the first through the fifth year of the Term of this Agreement, and $2.50 per acre
annually for the sixth through tenth year of the Term of this Agreement, on or before the
Commencement Date and each anniversary date of this Agreement for Subsequent Contract
Years during the Term of the Agreement or until such time as royalties accrue, whichever occurs
first. If the Agreement is extended as described in Section 2, the minimum rent shall be $10.00
per acre annually. When royalties accrue, the minimum rent shall be replaced by a minimum
royalty as provided in Subsection 4.04. Receipt of first year's rent and bonus bid is hereby
acknowledged.

[Consider royalty rates greater than 12.5% of the gross value at the point of production
depending on market conditions.]

4.02 Royalties. The State, at its option, may receive royalties either as payment in cash or in
kind. Computation of royalties to be paid to State shall be as defined in WAC 332-12-330 as now
written or hereafter modified. The Lessee shall pay royalty to State as follows:

@ On oil produced, saved and sold, Twelve and One-half Percent (12%2%).

(b) On gas, including casing head gas or other hydrocarbon substances, produced
from the Property saved and sold, or used off the Property, Twelve and One-half
Percent (12%2%) of the gross value at the point of production. On gas that is not
sold, but is used by the Lessee for the manufacture of gasoline or other products,
Twelve and One-half Percent (12%2%) of the market price at the point of sale
shall be used for these products, less reasonable deductions for refining costs, as
determined by State.

(© On associated substances produced, saved and sold, Twelve and One-half Percent
(12Y5%).

4.03 In Kind Payment. In lieu of receiving royalty payment for the market value of the state's
royalty share of oil or gas, the State may elect that such royalty share of oil or gas be delivered in
kind at the mouth of the well into tanks or pipelines provided by the State.
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404V 'Mintmum Production Royalty. At the time Lessee begins production, the rental shall be
replaced by a minimum annual royalty of five dollars ($5.00) per acre or fraction thereof.
Minimum royalties shall be paid at the end of the Contract year in which production starts and
annually at the end of the Contract year for the remainder of the Term. When the Production
Royalty paid during a Contract Year is greater than the Minimum Royalty due for that year, the
Minimum Royalty shall be deemed paid. When the Production Royalty paid for a Contract Year
is less than the Minimum Royalty due for that year, Lessee shall pay the difference between the
Production Royalty paid and the Minimum Royalty due. Minimum Royalties are nonrefundable
and nontransferable. At any time an oil or gas well is shut-in, pursuant to WAC 332-12-390, and
no other well is producing on the Property, rental payments pursuant to Subsection 4.01, rather
than minimum royalty, shall be paid as provided herein.

4.05 Production Royalties - Time of Payment. The Lessee shall make monthly royalty
payments to the Department of Natural Resources, at PO Box 47061, Olympia, Washington
98504-7061, within sixty (60) days after start-up of production, or alternately, on a schedule
mutually agreed to by the Lessee and the State, as set forth in the Plan of Operations, for all oil,
gas or other associated substances produced from the Property. The Lessee shall submit a
statement showing quantities and qualities of production or allocated production together with
such other information as the State may require. All payments shall be made by cash, certified
check, money order, wire transfer or in other manner acceptable to State. If, through no fault of its
own and after the exercise of due diligence, Lessee does not have sufficient information to make
final payment by the date due, royalty payments shall be deemed timely paid if Lessee pays a good
faith estimate of the royalty by the due date, whether or not adjustments to such payments are
required at a later date.

4.06 Counterclaim, Set off, or Abatement of Rent. Rent and all other sums payable by
Lessee hereunder shall be paid without the requirement of prior notice or demand by State and
shall not be subject to any counterclaim, set off, deduction or defense and without abatement. The
obligations and liabilities of Lessee hereunder shall in no way be released, discharged or otherwise
affected, except as expressly provided in Section 12 (Condemnation).

4.07 Interest Charged for Past-Due Rent and Other Sums Owed. Lessee shall pay interest
at the rate of one percent (1%) per month until paid, on rent or other sums owing under the terms
of this Agreement commencing the date such rent or other sum is due and payable. In the event
State pays any sum or incurs any expense which Lessee is obligated to satisfy or pay under this
Agreement, or which is made on behalf of Lessee, State shall be entitled to receive reimbursement
thereof from Lessee upon demand, together with interest thereon from the date of expenditure at
the rate stated above.

4.08 Late Charge for Failure to Pay. In the event the Lessee fails to make any payment of
rent or royalty due hereunder upon the date due, the State shall be entitled to collect from the
Lessee a late charge equal to six percent (6%) of the amount of the delinquent payment.

4.09 Contracts. The Lessee shall file with the State, not later than thirty (30) days after the

execution date thereof, copies of all contracts for the disposition of oil, gas and associated

substances, unless the Lessee is relieved of this requirement in writing by the State, in which event

the contracts shall be made available for inspection by the State or its authorized agents. SAMPLE

Washington State Department of Natural Resources - Oil and Gas Lease 50f29 -  Agreement No



4710V 'Reeords and Reports. The Lessee shall prepare, maintain and keep for a period of five
(5) years following the year of production, a clear, complete and detailed record and accounting
system of all business affecting royalties due the State including records and reports pertaining
to offset wells operated by Lessee. The State shall at all reasonable times have access to any
and all books, records and files of all kinds for the purpose of checking and enforcing the
provisions of this Agreement.

411 Right to Examine Books and Records. The acceptance by the State of royalties shall be
without prejudice to the State's right to an examination of the Lessee's books and files in order to
verify the amount of production or income received by the Lessee from the Property.

4.12  Audit. At its option, the State may cause a complete audit to be made of the Lessee's
business affairs and records relating to the Property for the period covered by any statement or
report issued by the Lessee; PROVIDED, the Lessee has received seven days written notice. If
such an audit should disclose a liability for royalties in excess of those computed and paid by the
Lessee for such period, Lessee shall promptly remit that amount to the State. Further, if such
liability exceeds royalties paid by five percent (5%) or more, the Lessee shall pay the State audit
costs in addition to the liability.

4.13 Measurements. All production shall be accurately measured using standards established
by the American Gas Association (AGA) and/or the American Petroleum Institute (API) and all
measuring devices shall be tamper proof.

4.14  Shared Subsurface Estate. The Lessee shall pay rental and production royalty rates in
proportion to the State's ownership of oil and gas rights in the Property.

4.15 Form of Currency. All payments shall be made in U.S. Dollars.

SECTION 5 RESERVATIONS

5.01 Compliance. The State shall have access to the Property at all reasonable times to secure
compliance with this Agreement.

5.02 Multiple Use Policy. The State has a policy of multiple use of its lands to permit the use
and development of the surface and subsurface estates including oil, gas, chemicals, minerals,
water and other natural resources under different types of leases and use agreements to allow the
fullest possible utilization and development. This Agreement relates to one of the types of uses
and development of the resources upon the Property, and it is intended that operations and
development under this Agreement shall be conducted by such methods and in such a manner to
avoid unreasonably interfering with the State's reserved rights, or the rights of third parties which
arose prior to the date of mutual execution of this Agreement.

5.03 Reserved Surface and Subsurface Rights. State reserves the right to sell, lease or

otherwise dispose of surface resources, including but not limited to timber and other valuable

materials, and subsurface interests including but not limited to minerals, fossils, coal, underground

gas storage capacity, or other material not conveyed under this Agreement so long as it does not

unreasonably interfere with the rights of the Lessee granted herein. The State shall also have the A NP | E

Washington State Department of Natural Resources - Oil and Gas Lease 60f29 -  Agreement No



rightto’enterupon said land and remove same so long as State does not unreasonably interfere
with the rights of the Lessee granted herein. State reserves the right to sell, exchange, transfer or
otherwise dispose of all or part of the Property, subject to this Agreement.

5.04 Reserved Right to Roads. The State shall have the right to use all existing roads and/or
any road constructed or reconstructed by the Lessee under this Agreement for any and all purposes
deemed necessary or desirable in connection with the control, management, harvest and
administration of State-owned land or the resources thereof. State reserves the right to issue rights
of way and easements upon the Property so long as such rights of way or easements do not
unreasonably interfere with any of Lessee’s approved operations.

5.05 Duty to Compensate for Surface Damages. Lessee shall have the right to the surface
use of the Property to the extent such use is reasonably necessary for operations under this
Agreement as provided in the Plan of Operations and consistent with the other provisions of this
Agreement. The Lessee shall not commence operations until Lessee has made arrangements
concerning the owner of surface rights for (a) consent or waiver of damages; (b) payment of
allowable damages to the surface of said land and improvements thereon to the surface right
owner; (c) provision of security to the State or surface right owner; or, (d) judicial determination of
damages, including damages caused by its operations to growing crops, timber and improvements.
Notwithstanding the foregoing, if State or another State agency owns the surface rights, Lessee
shall compensate State or such other state agency for damages that may occur to the surface rights,
as determined by State or other state agency, prior to commencing operations under this
Agreement. Alternatively, State or such other state agency may require the furnishing of adequate
security for payment of all damages in lieu of immediate payment. Any arrangement between
Lessee and the owner of surface rights must be in accordance with RCW 79.14.040 and WAC
332-12-300.

5.06 Consent to Uses. Lessee is aware that State has reserved certain rights under this
Agreement including but not limited to the right to manage the Property for and harvest valuable
materials as defined in RCW 79.02.010(12) and other natural resources such as but not limited to
minerals and coal not conveyed under this Agreement. Lessee acknowledges that State may
engage in certain activities related to the management and harvest of the valuable materials or
other natural resources so long as such activities do not unreasonably interfere with the Lessee’s
use of the Property. In addition, Lessee hereby consents to State engaging in the activities set forth
with particularity below, so long as such activities do not unreasonably interfere with the Lessee’s
use of the Property:

@) Thinning including but not limited to pre-commercial thinning, commercial
thinning, and slashing and thinning of hardwoods.

(b) Spraying and application of pesticide, herbicide and/or fertilizer.
(©) Burning and/or piling of slash or other material.

(d) Harvesting of timber including but not limiting to clear cutting, pole sales, select
cut, or by any method other determined by State.

(e)  Building and maintenance of roads and hauling of timber. SAMPLE
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()] Harvesting of special forest products including but not limited to cedar boughs,
salal, and/or mushrooms.

(9) Planting and harvesting crops.

(h) Selling, extraction, crushing, stockpiling, and transportation of sand, gravel, and
rock and other mining related activities.

SECTION 6 MANAGEMENT

6.01 Management. The Property and all of Lessee’s improvements thereon shall be managed
and maintained in accordance with customary standards of the industry, and the Lessee shall
perform all work and furnish all labor, equipment and materials sufficient for the discovery and
efficient production of oil, gas and associated substances. All drilling, production, handling and
transportation of oil, gas and associated substances will be done in such a manner so as to prevent
waste of resources.

6.02 Production agreements. Without written consent of State, Lessee shall not enter into any
agreement limiting, restricting, prorating, or otherwise affecting the production from the Property.

6.03  Suspension of Production. Should any well drilled on the Property be capable of
producing oil, gas or associated substances in paying quantities, but Lessee is unable to establish a
satisfactory market for any of them through the exercise of due diligence, State shall permit
suspension of production until Lessee establishes a satisfactory market; provided that rental shall
be paid pursuant to Section 4.01 during any such suspension of production. This Agreement shall
remain in effect during the period of suspension as though oil, gas and associated substances were
being produced from the Property.

6.04 Plan of Operations. Lessee shall conduct all activities on the Property pursuant to a Plan
of Operations, approved in advance by State, which consent shall not be unreasonably withheld.
The Plan of Operations shall become part of the Agreement and attached as an exhibit to this
Agreement. No activities may be conducted on the Property unless they are part of an approved
Plan of Operations. Any change in operations by Lessee shall require a change in the Plan of
Operations and must be approved in advance by the State, which approval shall not be
unreasonably withheld. The Plan of Operations shall be consistent with and not unreasonably
interfere with rights of third parties affecting the Property, which, arose prior to this Agreement,
and must comply with all applicable federal, state, county, and other local regulations.

The Plan of Operations shall address any activity deemed relevant by State (which shall be at
State’s sole discretion), including but not limited to, the following:

1) The type, location, including stratigraphic zones, and schedule of all of Lessee’s
exploratory and development activities on the Property including but not limited to
stratigraphic or exploratory drilling; vibratory and/or explosive seismic operations, or
other geophysical investigations; geological investigations and other surface activities.

SAMPLE
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(2) An Equipment Plan identifying all portable equipment, including drills, to be
used on the Property, its location, and the measures to protect soil and water resources
in relation to its use.

3) The proposed location of all roads on or to the Property, pipelines, and power
lines and methods to minimize disturbance to the Property from the construction,
installation, maintenance and operation of such.

4) The methods to protect water quality, native vegetation and timber, and fish and
wildlife habitat, and archaeological or historical sites.

5) An Erosion and Storm Water Control Plan for all roads, drill sites, facilities, and
disturbed areas to insure that operations provide soil stability, and to reestablish the
vegetative cover.

(6) A Reclamation Plan detailing proposed methods of reclamation for all surface
disturbance on the Property. The plan should identify the type and schedule for
reclamation, which shall be done at the completion of each phase of exploration and/or
development, so as to keep the un-reclaimed area to the minimum necessary for
efficient operations. Surface disturbance due to seasonal exploration or production
work shall be reclaimed at the end of each exploration or operations season.

@) A Development Plan detailing the type of construction, purpose and location of
all proposed improvements, including subsurface improvements. The plan shall include,
but is not limited to, the following:

Q) Map showing areas to be developed, location of improvements and
location of utility and other easements.

(i) Land clearing, leveling and erosion control plans.

(iii)  List of proposed improvements with detailed plans for the
improvements.

(iv)  Estimated itemized cost of proposed improvements.

(v) Schedule of completion dates for proposed improvements.
After completion of construction, Lessee shall provide to State "as-built" drawings
showing the exact location of all facilities and pipelines. In case of incomplete
improvements or development, Lessee shall restore the land to its original condition if the
State determines it to be in the best interest for managing the land.

(8) The methods employed to plug and abandon all drill holes.

9) Methods to eliminate subsidence from operations associated with the Permitted
Use.

(10)  Methods to gather, store, transport and develop the pool area. SAMPLE
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(11) Methods to control noxious weeds.

(12)  Any mitigation measures deemed appropriate by State as a result of a SEPA
review of the Lessee’s project.

(13) Maintain a locked gate on specified roads as deemed necessary by State.

State and Lessee expressly understand and agree that the locations of Lessee’s
improvements on the Property and all other matters addressed in a State-approved Plan
of Operations may be subject to modification based on requirements imposed on Lessee
through the regulatory approval process, including but not limited to review for
compliance with the Washington State Environmental Policy Act and state or county
permitting requirements (collectively, the "Regulatory Modifications"). The Regulatory
Modifications to the State-approved Plan of Operations may require changes to the Plan
of Operations previously approved by State. State hereby agrees that Regulatory
Modifications to the State-approved Plan of Operations will automatically be
incorporated into and made part of the State-approved Plan of Operations, unless
specifically objected to by State within thirty (30) days notice of the Regulatory
Modification from Lessee.

6.05 Drilling Requirements - Well. The Lessee shall drill wells in a reasonable and prudent
manner to protect the State from loss by drainage resulting from production on adjacent or
cornering lands and shall comply with the rules and regulations of the Oil and Gas Conservation
Act (Chapter 78.52 RCW). The Lessee shall drill such additional wells at such times and places as
are necessary to the proper development and commercial production of the oil and gas content of
the Property.

6.06 Development Unit. Lessee, upon obtaining approval from the State, may grant or join the
Property or any portion thereof with other lands in the immediate vicinity of the Property into a
development unit.

The State and the Lessee, if jointly agreed upon, may alter terms and conditions of this Agreement
or any portion thereof and segregate that portion of the Property being placed within a unit that
permits the Lessee to properly develop and operate within a unit. The creation of a temporary unit
shall not exhaust the rights of the Lessee hereunder to place the Property or additional portions
thereof into other units. The Lessee shall file with the State, plans describing the development unit.
Production shall be allocated in accordance with the Oil and Gas Conservation Act.

6.07 Reclamation. Within three months after the completion, plugging or abandonment of a
well or any surface disturbance, Lessee shall fill all excavations, remove all equipment and
reclaim the area in accordance with the approved reclamation plan unless otherwise specified by
State.

6.08 Lessee's Repairs, Alteration, and Maintenance. Lessee shall, at its sole cost and

expense, keep and maintain the Property and all of Lessee’s improvements thereon and all

facilities appurtenant thereto in good order and repair and safe condition for the safe conduct of

any activities or enterprises conducted on the Property pursuant to this Agreement and keep angh A NP L E
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maintain the‘whole of the Property, including all of Lessee’s improvements, in a clean, sanitary
and attractive condition.

6.09 Weed Control. Lessee shall be responsible for, or shall immediately reimburse State for,
any noxious weed control cost incurred as a result of Lessee's failure to control the growth and
spread of noxious weeds caused by Lessee on the Property.

6.10 State's Repairs. State shall not be required or obligated to make any changes, alterations,
additions, improvements, or repairs in, on, or about the Property, or any part thereof, during the
Term of this Agreement.

6.11 Transfer of Permits. Upon surrender, expiration, or cancellation of the Agreement, at
State’s request, Lessee shall assign and convey permit(s) obtained by Lessee in association
with performance of this Agreement to State or its designee without charge to State.
Lessee hereby consents to the transfer of such permits by the appropriate governmental
agency.

SECTION 7 SPECIAL RESTRICTIONS

7.01 Compliance with Laws. Lessee shall comply with and conform to all applicable laws,
including but not limited to the Oil And Gas Conservation Act now in place and as may be
amended or hereafter created, permits, orders or requirements of any public authority affecting the
Property and the use thereof and shall correct at the Lessee's own cost and expense any failure of
compliance created through the Lessee's omission, failure, or fault or by reason of the Lessee's use
or occupation of the Property. In no event shall Lessee undertake or suffer any activity to be
conducted upon the Property, which constitutes a nuisance, which is a threat to the health or
welfare of the general public, or is a violation of environmental laws or regulations. Lessee shall
cause all work on the Property and all business conducted thereon during the Term to be
performed in accordance with all applicable laws and all directions and regulations of all
governmental agencies and the representatives of such agencies having jurisdiction.

7.02 Valuable Materials. Lessee shall remove no valuable material, as defined in RCW
79.02.010(12) including timber, without prior written approval of the State, as provided herein.

7.03 Permits. Lessee shall obtain and keep in force all permits, licenses, permissions,
consents, and approvals required to be obtained from governmental agencies or third parties in
connection with Lessee's permitted use, including construction of any improvements, changes,
alterations, additions, repairs, or maintenance to the Property ("Permits™). Application for such
Permits shall be at the sole risk, cost and expense of Lessee. Copies of Permits shall be
supplied to State upon request.

7.04  Seismic surveys. Lessee shall not engage in seismic surveys, drilling, development and
production within 200 feet of any Type 1, 2, 3 or 4 waters and wetlands as defined by Chapter
222-16 WAC and Chapter 344-12 WAC.

7.05 Deleterious Material. Lessee shall not make, or suffer to be made, any filling in of the
Property or any deposit of refuse, garbage, waste matter, chemical, biological or other wastes, S A NP |_E
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hydrocarbens; any other pollutants, or other matter within or upon the Property, except as
approved in writing by the State. If the Lessee shall fail to remove all non-approved material,
refuse, garbage, wastes or other of the above materials from the Property, the Lessee agrees that
the State may remove such materials and charge the Lessee for the cost of removal and disposal.

7.06 Hazardous, Toxic, or Harmful Substances.

1) Lessee shall not keep in, on, or about the Property, any substances now or
hereinafter designated as or containing components now or hereinafter designated as
hazardous, toxic, dangerous, or harmful, and/or which are subject to regulation as
hazardous, toxic, dangerous, or harmful by any federal, state or local law, regulation,
statute or ordinance (hereinafter collectively referred to as "Hazardous Substances™)
unless such are necessary to carry out Lessee's permitted use under Section 3. Materials
identified as toxic or hazardous are to be transported, stored and handled in accordance
and compliance with the provisions of applicable federal, state, and local law, including
but not limited to, 42 U.S.C. 6901 et. seq. (RCRA), 42 U.S.C. 9601 et. seq. (CERCLA),
Chapters 70.105 and 70.105D RCW, and related laws, rules, and regulations now in
existence or as subsequently enacted or amended.

(2 Lessee shall:

Q) Immediately notify the State of (1) all spills or releases of any Hazardous
Substance in, on, about, or adjacent to the Property, (2) all failures to comply
with any federal, state or local law, regulation or ordinance, as now enacted or
subsequently enacted or amended insofar as such relate to Hazardous Substances
in, on, about, or adjacent to the Property, (3) all inspections of the Property by,
or any correspondence, orders, citations, or notifications from any regulatory
entity concerning Hazardous Substances in, on, about, or adjacent to the
Property, (4) all regulatory orders or fines or all response or interim cleanup
actions taken by or proposed to be taken by any government entity or private
party in, on, about, or adjacent to the Property, and

(i) Provide copies to the State of any and all correspondence, pleadings,
and/or reports received by or required of Lessee or issued or written by Lessee
or on Lessee's behalf with respect to the use, presence, transportation or
generation of Hazardous Substances in, on, about, or adjacent to the Property.

3) Lessee shall be fully and completely liable to State, and shall indemnify, defend
with counsel acceptable to State, and save harmless State and its agencies, employees,
officers and agents with respect to any and all damages, costs, fees (including attorneys'
fees and costs), penalties (civil and criminal), and cleanup costs associated with or
imposed as a result of Lessee's use, disposal, transportation, generation and/or sale of
Hazardous Substances or that of Lessee's employees, agents, assigns, sublessees,
contractors, subcontractors, licensees or invitees, and for any breach of this Subsection
7.06.

7.07  Protection. Where surface occupancy is authorized on all or portions of the Property, the
Property may have special ecological features, including plant and animal species, ecosystems and\ \/|P |_E
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other natural-features, or cultural or historical resources. Before entry or commencement of any
exploration activities, the Lessee shall contact the State for a current assessment of such features
and resources.

[OPTION - add when appropriate]

A "shoreline of the state” exists on a portion of the Property and is under Shoreline
Management Act jurisdiction. Prior to commencing preliminary investigations, the Lessee
shall contact the appropriate county planning department for operating requirements contained
in the county's master plan.

No activities may be conducted on the Property until a Plan of Operations, approved by State,
addresses any protection requirements for special ecological features or cultural or historical
resources on the Property. State shall have sole discretion over this portion of the Plan of
Operations.

[OPTIONAL] USE ONLY FOR LANDS COVERED BY THE HCP

[7.08 Compliance with the Habitat Conservation Plan (HCP)]

The Property is located within an area that is subject to State’s Habitat Conservation Plan
adopted in connection with Incidental Take Permit No. PRT-812521 (ITP) as supplemented by
Permit No. 1168 (Collectively “ITP”). As long as the Habitat Conservation Plan remains in
effect, Lessee and all persons acting under Lessee shall comply with the terms and conditions
set forth in Exhibit 7A while operating on Property. State shall have the right to modify these
terms and conditions from time to time to comply with the Habitat Conservation Plan, the ITP,
the Endangered Species Act, the implementing regulations, and amendments thereto, or the
requirements of the federal agencies administering these laws.]

SECTION 8 INSURANCE, TAXES, INDEMNITY, PERFORMANCE SECURITY
8.01 Insurance Requirements

1) Evidence of Insurance: Lessee must furnish evidence of insurance in the form
of a Certificate of Insurance satisfactory to the State, executed by a duly authorized
representative of each insurer showing compliance with the insurance requirements set
forth below. The Certificate of Insurance must reference the State of Washington,
Department of Natural Resources and Agreement number.

@) Cancellation: The Certificate(s) of Insurance must provide 45 days written
notice to State before the cancellation, non-renewal, or material change of any insurance
coverage included therein. Notices must be sent to State's Olympia office via certified
mail.

(3) Additional Requirements:
@) All policies must name the State of Washington, Department of Natural
Resources, as an additional insured.

SAMPLE
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(b) All insurance policies must include Other Insurance provisions that
indicate Lessee's policy provides primary insurance coverage.

(c) All insurance policies must provide liability coverage on an occurrence
basis unless otherwise specified in this Agreement.

(d) Policies must be issued by an insurer admitted and licensed by the
Insurance Commissioner to do business in the State of Washington.
Excess or "surplus lines" carriers must be approved in advance by the
Risk Manager (or other authorized representative) for State. All insurers
must have a Best's rating of B plus (B+) or better.

4) Minimum Coverage Requirements: The Minimum Coverage Requirements set
forth the minimum limits of insurance the Lessee must purchase to secure agreement
with State. These limits may not be sufficient to cover all liability losses and related
claim settlement expenses. Purchase of these minimum limits of coverage does not
relieve the Lessee from liability for losses and settlement expenses greater than these
amounts.

During the Term of this Agreement, Lessee must purchase and maintain, and shall require
all independent contractors to maintain while performing work on the Property, the
minimum insurance coverages and limits specified below, which may be increased by
State at its sole discretion:

@) Commercial General Liability (CGL) Insurance. Lessee must purchase
and maintain CGL on an Insurance Services Office (1SO) form CG 00 01 or
equivalent form, covering liability arising from Property, operations,
independent contractors, personal injury, and liability assumed under an insured
contract. Such insurance must be provided on an occurrence basis. Insurance
must include liability coverage with limits not less than those specified below:

Description
Each Occurrence Limit $1,000,000
General Aggregate Limit $2,000,000

(b) Business Auto Policy (BAP) Insurance (required for all contracts). The
Lessee must purchase and maintain a BAP on an Insurance Services Office
(ISO) form CA 00 01 or equivalent form. The Description of Covered Autos
must include one or more of the following:

"Any Auto” (Symbol 1), "Hired Autos Only" (Symbol 8), “Non-Owned Autos”
(Symbol 9).

Such insurance must be provided on an occurrence basis. The BAP insurance

must include liability and physical damage coverage with limits not less than
those specified below. The Lessee is responsible for any deductible.
SAMPLE

Washington State Department of Natural Resources - Oil and Gas Lease 140f29 -  Agreement No



Description Each Accident
Bodily Injury and Property Damage $1,000,000

(©) Worker's Compensation and Employer's Liability Insurance: The Lessee
must purchase and maintain insurance covering obligations imposed by Federal
and State statutes having jurisdiction of its employees in the performance of
work, including Employer's Liability Insurance. Evidence of "Qualified Self-
Insurance Status™ will suffice to meet the requirements of this section.

Each Employee Policy Limit

Description By Accident By Disease By Disease
Bodily Injury $1,000,000 $1,000,000 $1,000,000

(d) Environmental/Pollution Liability. When Lessee engages in operations
that could expose State to potential environmental liability, to be determined by
State at its sole discretion, Lessee must purchase and maintain in force
environmental/pollution liability insurance at State’s request. Such insurance
may be provided on an occurrence or claims- made basis. If such coverage is
provided on a claims-made basis, the following additional conditions must be
met:

Q) The Insurance Certificate must state that the insurer is covering
hazardous substance removal.

(i) The policy must contain no retroactive date, or the retroactive
date must precede abatement services.

(iii)  Coverage must be continuously maintained with the same
insurance carrier through the Term of the Agreement, unless otherwise
approved in writing by State. State must be notified 45 days prior to any
intended change. State's approval will be based on its determination that
coverage is equal to or better than that currently provided.

(iv)  The extended reporting period (tail) must be purchased to cover a
minimum of 24 months beyond the Termination Date or date of earlier
termination or cancellation.

(V) Insurance must include liability coverage with limits not less than
those specified below:

Description

General Aggregate Limit $25,000,000
Each Claim/Occurrence Limit $10,000,000
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(5) Self-Insurance. In lieu of the coverages required under this section entitled
“Insurance Requirements”, the State at its sole discretion, may accept evidence of self-
insurance by the Lessee, provided the Lessee provides the following:

@ Lessee shall provide a statement by a CPA or actuary, satisfactory to the
State that demonstrates Lessee’s financial condition is satisfactory to self-insure
any of the required insurance coverages.

(b) State may require Lessee to provide the above from time to time to
ensure Lessee’s continuing ability to self-insure. If at any time the Lessee does
not satisfy the self-insurance requirement, Lessee shall immediately purchase
insurance as set forth under this section entitled “Insurance Requirements.”

Aside from any “self-insurance” guaranteed by the Lessee, it is the responsibility of the
Lessee to ensure that its contractors, concessionaires, agents, employees, guests,
invitees, or affiliates in, on, under, or above the Property, any adjoining property, or any
other property subject to use by Lessee in conjunction with its use of the Property, meet
minimum insurance requirements described above.

8.02 Taxes and Assessments.

Q) Leasehold Tax. Should a leasehold tax be imposed on this Agreement or any
interest therein, from the Commencement Date and continuing throughout the Term,
Lessee shall pay the leasehold tax as set forth in RCW Chapter 82.29A - Leasehold
Excise Tax or as may be amended. The tax shall be due and payable at the same time
the rental charged herein is due. Failure to pay said tax when due shall be considered a
breach of this Agreement. Any delinquent taxes shall be a debt to the State and in the
event the State is subject to any penalties or interest because of the failure of the Lessee
to pay such taxes, such penalties and interest shall be payable by the Lessee to the State
and shall be considered a debt to the State. In the event the State suffers any costs of
whatsoever nature, including attorney fees, or other costs of litigation in collecting said
tax, such costs shall be payable by the Lessee and shall be considered a debt due and
owing to the State by the Lessee.

(@) Property Taxes. Lessee shall pay during the Term of this Agreement all taxes
and other governmental charges of any kind applicable or attributable to the Property,
Lessee's leasehold interest therein, improvements thereon, and Lessee's use and
enjoyment thereof.

3 Assessments. Lessee shall pay the total amount of all assessments that are
legally required to be paid now or may be charged during the Term to the Property or
the improvements thereon. To the extent Lessee has the power to determine whether an
assessment is levied, Lessee shall not cause or suffer the imposition of any assessment
upon the Property without the prior written consent of State. In the event any new
assessment is proposed which affects the Property, Lessee shall immediately notify
State of such proposal after Lessee has knowledge or receives notice thereof. Any
assessment upon the Property shall be made in compliance with all applicable statutes,
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inelueing, but not limited to, Chapter 79.44 RCW. Payment for assessments shall be
made as directed by State.

4 Payment Date and Proof. The Lessee shall pay all taxes and/or assessments
when due. Lessee shall, if required by State, furnish to State receipts or other
appropriate evidence establishing the payment of such amounts.

8.03 Indemnity. From and after the Commencement Date of this Agreement, the Lessee shall
indemnify, defend (with counsel acceptable to State) and hold harmless State, its employees,
officers, and agents from any and all liability, damages (including, but not limited to, personal
injury and damages to land and other natural resources), expenses, causes of action, suits, claims,
costs, fees (including, but not limited to, attorneys’ fees), penalties or judgments, of any nature
whatsoever, arising out of the use, occupation, or control of the Property by Lessee, Lessee's
sublessees, invitees, agents, employees, licensees, or permittees except as may arise solely out of
the willful or gross negligent act of State or State's elected officials, employees, or agents. To the
extent that RCW 4.24.115 applies, Lessee shall not be required to indemnify, defend, and hold
State harmless from State’s sole or concurrent negligence. This section shall not in any way limit
Lessee’s liability under Subsection 7.06 (Hazardous, Toxic, or Harmful Substances). Lessee
waives its immunity under Title 51 RCW to the extent it is required to indemnify, defend and hold
harmless State and its agencies, officials, agents or employees.

8.04 Performance Security. The Lessee agrees, prior to conducting any operations under this
Agreement, to furnish a performance security with an approved corporate surety company
authorized to do business in the State of Washington, or such other surety as may be
acceptable to the State in an amount reasonably calculated by State to assure payment of
all rents, royalties, or other payments due the State. Such performance security shall be
conditioned upon the payment of such royalties, and upon the full compliance with all
other terms and conditions of this Agreement and laws and regulations relating thereto.
The amount of the required performance security may be increased in such reasonable
amounts as State may decide. The performance security shall also be conditioned upon
payment of damages to the owner of surface rights and improvements, including the State
as provided in Section 5.05 above.

SECTION 9 SUBLEASES AND ASSIGNMENTS

9.01 Sublease. The Property, in whole or in part, and appurtenances thereon shall not be
subleased without written approval from the State, which approval shall not be unreasonably
withheld. If approved, Lessee shall remain obligated for all actions on the Property including
compliance with all provisions contained in this Agreement.

9.02 Assignment. Lessee shall not hypothecate, mortgage, assign, encumber, transfer, or

otherwise alienate this Agreement, or any interest therein or engage in any other transaction which

has the effect of transferring or affecting the right of enjoyment of the Property (collectively,

“Assignment”) without the prior written approval of the State based on the factors enumerated in

Subsection 9.03 below, which shall not be unreasonably withheld, PROVIDED, however, that no

consent from or approval by the State will be required for an Assignment of this Agreement by

Lessee to (i) any entity now existing or hereafter organized which is an affiliate, parentor SANP|L_E

Washington State Department of Natural Resources - Oil and Gas Lease 17 0f29 -  Agreement No



successor-affiliate of Lessee, (ii) any entity that acquires all or substantially all of Lessee’s
improvements on the Property and Lessee or Lessee’s business, assets or capital stock, directly
or indirectly, by purchase, merger, consolidation or other means, or (iii) any one or more
parties involved in financing or refinancing of any of Lessee’s improvements on the Property,
including, without limitation, any lender to or investor in Lessee, this Agreement or in any
Project Improvements. Each permitted assignee, or transferee of Lessee shall assume and be
deemed to have assumed all obligations of Lessee under this Agreement.

9.03 Approval of Sublease or Assignment. The State shall be entitled to consider, among
other items, the proposed sublessee's/assignee's financial condition, managerial capability,
business reputation, nature of the proposed sublessee's/assignee’s business, and such other factors
as may reasonably bear upon the suitability of the sublessee/assignee or transferee as a tenant of
the Property or the holder of this Agreement.

9.04 Cost. The State may require reimbursement for any additional administrative costs
resulting from the assignment.

9.05 No Waiver. Consent of the State to an Assignment shall not constitute a waiver of the
State's right to approve subsequent assignments or transfers. The acceptance by State of payment
or performance following an Assignment shall not constitute consent to any assignment or
transfer, and State's consent shall be evidenced only in writing.

9.06 Corporations, General Partnerships, Limited Partnerships. If Lessee is a
corporation, any merger consolidation, liquidation, or any change in ownership or the power to
vote the majority of its outstanding voting stock, shall constitute an Assignment, whether the
result of a single transaction or a series of transactions. If Lessee is a general partnership, the
death, withdrawal or expulsion of a partner or partners owning, or transfer of interests
representing, in the aggregate more than fifty percent (50%) of the partnership profits or capital
shall constitute an Assignment, whether the result of a single transaction or a series of
transactions. If Lessee is a limited partnership, the death, withdrawal or expulsion of any
general partner shall constitute an Assignment.

SECTION 10 IMPROVEMENTS

10.01 Authorized Improvements. No improvement shall be placed on the Property unless the
improvement is authorized in a State-approved Plan of Operations.

10.02 Unauthorized Improvements. All improvements not included in the original or amended
Development Plan as approved by the State, or as provided for by Letters of Authorization issued
by the State, made on or to the site, without the written consent of the State shall immediately
become the property of the State or, at the State's option, may be required to be removed by the
Lessee at the Lessee's sole cost.

10.03 Severance of Improvements not on State Land. If any of the Lessee's authorized

improvements that are or have become the property of the State utilize, in addition to State land,
other adjoining lands not owned by the State, the State shall have at the expiration, terminationS A NP L E
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cancellation;-surrender of the leasehold or at the end of the period for removal, if applicable, the
right to enter upon adjoining land to physically sever at the ownership boundary, without liability
for damage as a result thereof, the improvements; thereafter, to use the severed improvements
remaining on State land for any purpose.

10.04 Disposition of Authorized Improvements. The Lessee shall remove all authorized
improvements owned by Lessee within thirty days of the expiration or earlier non-default
termination of the Agreement without injury to the Property unless Lessee is granted an extension
of time where forces beyond Lessee's control prevent such removal within thirty days. In the
event Lessee fails to remove the Lessee owned improvements as set forth above, the State may at
its option have the improvements removed at Lessee's expense or the improvements shall become
the property of the State.

10.05 Condition at End of Agreement Term. Prior to vacating the Property, the Lessee shall
leave the Property and all State owned improvements thereon in the state of repair and cleanliness
required to be maintained by Lessee during the Term of this Agreement. Lessee shall peaceably
and quietly surrender the same to State.

10.06 Surety Bond. A surety bond, savings account assignment, or letter of credit may be
required to assure completion of construction or development and removal of any
improvements costing in excess of $2,500.

SECTION 11 ROADS

11.01 Across Property. The Lessee is authorized, subject to the approved Plan of Operations
and surface rights previously granted, if any, to use existing roads on the Property needed for
operations under this Agreement. The Lessee may, with written approval of State, construct
additional roads needed for operations on the Property. Construction and maintenance activities
shall meet or exceed Forest Practices Board standards (Chapter 222-24 WAC). Lessee shall
comply with the terms set forth herein when using the roads.

11.02 Access To Property.

No Access. State has no legal access to the Property. Lessee is solely responsible for
obtaining legal access to Property. Such access must contain a provision that entitles State to
use the access as a licensee to the extent necessary to administer this Agreement. Lessee shall
submit to State, in writing, any agreements by which legal access to the Property is acquired.

[OR]
Non-State Land. Access to the Property includes use of existing roads across private or

other government owned land. Lessee is authorized to use and agrees to comply with all the
terms and conditions of the easement(s) or agreement(s) entered into by and between State and

[grantor of easement] dated [date of easement] filed under
Application No. [easement or agreement number] attached as "Exhibit __".
[OR] SAMPLE
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Adjacent State Land. Access to Premises includes a non-exclusive right to use an
existing road over the location shown on the map(s) attached as Exhibit (include # here) for the
purpose of exercising the rights granted herein.

[OR]

State has not verified its access rights. State makes no representations regarding legal
access to the Property. Prior to entering upon the Property, Lessee must contact State to
determine what, if any, access rights exist. If State has legal access that would also authorize
access by Lessee, State will grant Lessee a non-exclusive right to use such access for the
purpose of exercising Lessee’s rights under this Agreement, subject to the terms and conditions
of the access. If State has no legal access to the Property, Lessee must obtain legal access
before entering the Property. Such access must contain a provision that entitles State to use the
access as a licensee to the extent necessary to administer this Agreement. Lessee shall submit
to State, in writing, any agreements by which legal access to the Property is acquired.

11.03 Term. The rights granted in this Section shall last only until this Agreement expires or is
terminated as provided herein.

11.04 Road Repair. The Lessee shall repair or cause to be repaired at its sole cost and expense
that damage to said road(s) occasioned by it, which is in excess of that which it would cause
through normal and prudent usage of said road(s). Within fifteen (15) days of the damage, the
Lessee shall meet with the State and provide a Plan of Operations for the repairs.

11.05 Joint Road Maintenance. The cost of road maintenance and resurfacing shall be
allocated on the basis of respective uses of said road. Where either party hereto uses a road, or
portion thereof, that party shall perform or cause to be performed, or contribute or cause to be
contributed, that share of maintenance and resurfacing occasioned by such use as hereinafter
provided. During periods when a road is being used solely by one party, such party shall maintain
that portion of said road so used to the standards equal to or better than those existing at the time
use is commenced; provided, the State reserves the right to make reasonable allocations
concerning priority of use and maintenance of said roads by it and others.

During periods when more than one party is using the same road, or any portion thereof, the
parties hereto shall meet and establish necessary maintenance provisions. Such provisions shall
include, but shall not be limited to:

1. The appointment of a maintainer, which may be one of the parties hereto or any
third party, who will perform or cause to be performed at a reasonable and agreed upon
rate the maintenance and resurfacing of the road or the portion thereof being used; and

2. A method of payment by which each party using said road or a portion thereof,
shall pay its pro rata share of the cost incurred by said maintainer in maintaining or
surfacing said road or portion thereof.

11.06 Improvements. Lessee shall construct no road improvements without authorization in a
State-approved Plan of Operations. Unless the parties agree in writing to share the cost of SAMPLE

Washington State Department of Natural Resources - Oil and Gas Lease 200f29 -  Agreement No



improvements, improvements shall be at the sole expense of the improver. Any improvements to
road areas shall become property of the State upon expiration or termination of the Agreement.

11.07 Road Fee. Lessee shall pay any road use or maintenance fees, including but not limited to
the Access Road Revolving Fund fees established by State.

11.08 Insurance. The provisions under Subsections 8.01 and 8.03 shall apply to the Lessee's use
of the roads and easements authorized herein.

SECTION 12 CONDEMNATION

If all of the Property is taken by any lawful authority under the power of eminent domain for a
period, which will end on or extend beyond the expiration of the Term of this Agreement, this
Agreement terminates as of the date the condemner takes possession. If part of the Property is
taken by any lawful authority under the power of eminent domain for a period which will end on
or extend beyond the expiration of the Term of this Agreement, the State or Lessee may choose to
terminate this Agreement as of the date the condemner takes possession. If either the State or
Lessee elects to terminate this Agreement, the rents or other charges to be paid by Lessee will be
apportioned by the State and paid by the Lessee to the date of taking. If neither the State nor

Lessee elects to terminate this Agreement, the rent will be reduced in the same proportion that the
value of the portions of the site to be taken bears to the value of the entire site as of the date
condemner takes possession. If the taking is for a period which will end on or extend beyond the
expiration of the Term of this Agreement, Lessee will have no claim or interest in or to any award
of damages for the whole or partial taking of the site, except that the Lessee will be entitled to an
amount equal to the fair market value of any improvements as of the date of taking (except trade
fixtures) considered by this Agreement to be owned by the Lessee taken by the condemner. If
temporary use of all or part of the site is taken by any lawful authority under the power of eminent
domain for a period ending before the expiration of the Term, this Agreement will continue in full
force and Lessee will be entitled to receive any award from the condemner for the use of all or part
of the Property. The State and Lessee will give to the other immediate written notice of any
proceedings with respect to a condemnation and of any intentions of any authority to exercise the
power of eminent domain.

SECTION 13 DEFAULT

13.01 Default. If Lessee fails to pay the rent or royalty required under the Agreement by the

date provided pursuant to Section 4 above, the State may issue written notice of default to Lessee

providing that Lessee shall have 15 business days to remedy such default. If Lessee fails to pay

such amounts within 15 business days after receipt of such notice, the Lessee shall automatically

forfeit the Agreement and all rights there under without any need for notice of the default as set

forth under RCW 79.14.090. If Lessee breaches or defaults on any undertaking, promise or

performance, other than the payment of rent or royalty, called for herein, the State may cancel this

Agreement after the Lessee has been given thirty (30) days notice of default and intent to cancel,

and such breach or default has not been corrected within such time. If the Lessee shall, within

thirty days of mailing the notice, commence and thereafter diligently and in good faith prosecuts A NP L E
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the rémedy-of-the default, then no cancellation shall occur. Upon cancellation for default, all
improvements on the Property shall, at State’s option, (1) be forfeited and become the property of
the State subject only to any previously approved waiver of interest or security interest or (2) be
removed from the Property at the Lessee’s sole cost. The State may seek damages for any and all
violations or defaults with or without canceling this Agreement. In the event State deems the
breach or default to constitute a threat to safety, life, or property it may elect to intervene
immediately, without notice, to remedy the breach or default, and Lessee hereby agrees to repay
State for all costs incurred to remedy the breach or default upon demand, together with interest
thereon from the date of expenditure at the rate set forth in this Agreement. Alternatively, State
may require Lessee itself to act immediately to remedy the breach or default should State deem it a
threat to safety, life, or property.

13.02 Survival. All obligations of Lessee to be performed prior to the expiration or earlier
termination shall not cease upon the termination or expiration of this Agreement, and shall
continue as obligations until fully performed. All clauses of this Agreement, which require
performance beyond the termination or expiration date, shall survive the termination or expiration
date of this Agreement. However, upon expiration or earlier termination of this Agreement, the
rights of Lessee and of all persons, firms, corporations, and entities claiming under Lessee in and
to the Property and all improvements thereon, unless specified otherwise in this Agreement, shall
cease.

13.03 State's Right to Cure Defaults. If Lessee fails to perform and is in default of any
undertaking or promise contained herein, including those set forth in any plan of development, the
State shall have the option, but is not obligated, to make such performance after giving 10 days
written notice to the Lessee. The State's costs and expense to correct Lessee's failure to perform
shall be reimbursed by Lessee and shall be immediately due and payable, together with interest
accruing from the date such cost or expense is incurred.

13.04 Remedies Cumulative. The specified remedies to which the State may resort under the
terms of this Agreement are cumulative and are not intended to be exclusive of any other remedies
or means of redress to which State may lawfully be entitled in case of any breach or threatened
breach by Lessee of any provision of this Agreement.

13.05 Force Majeure. The Lessee's failure to comply with any of the obligations under this
Agreement shall be excused only if due to causes beyond Lessee's control and without the fault
or negligence of the Lessee, including acts of God, acts of the public enemy, acts of any
government, fires, floods, epidemics and strikes.

13.06 Attorney Fees and Venue. Each party shall be responsible for their own attorney fees
and court costs in the event of a dispute arising out of this Agreement except as set forth in
Subsections 7.06 (Hazardous, Toxic, or Harmful Substances); 8.02 (Taxes); 8.03 (Indemnity) and
14.11 (Lessee Liens). Venue for resolving such disputes shall be in Thurston County Superior
Court of Washington.

13.07 Nonwaiver. Waiver by the State of strict performance of any provision of this Agreement

shall not be a waiver of nor prejudice the State's right to require strict performance of the same

provision in the future or of any other provision. The acceptance of performance, rent, or any

other sum owing, by State following a breach by the Lessee of any provision of this Agreements A NP L E
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shall'not censtitute a waiver of any right of the State with respect to such breach, and State shall be
deemed to have waived any right hereunder only if State shall expressly do so in writing.

SECTION 14 MISCELLANEOUS

14.01 No Partnership. The State is not a partner nor a joint venturer with the Lessee in
connection with the activities conducted and business carried on under this Agreement, and the
State shall have no obligation with respect to the Lessee's debts or other liabilities.

14.02 Lessee's Authority. Persons executing this Agreement on behalf of Lessee represent that
they are authorized to do so and represent and warrant that this Agreement is a legal, valid, and
binding obligation on behalf of Lessee, and is enforceable in accordance with its terms.

14.03 State's Authority. This Agreement is entered into by State pursuant to the authority
granted by statute and the Constitution of the State of Washington. The terms and conditions
hereof are subject to such statutory and constitutional provisions as may be now in effect and such
provisions which do not impair the contractual rights of Lessee under this Agreement, which may
lawfully be enacted subsequent to the date of this Agreement.

14.04 Preservation of Markers. Any legal land subdivision survey corners, reference points or
monuments are to be preserved. If such are destroyed or disturbed, the Lessee shall re-establish
them by a licensed land surveyor in accordance with U.S. General Land Office standards at
Lessee's expense. Corners and/or reference points or monuments that must necessarily be
disturbed or destroyed in the process of carrying out the operations allowed by this Agreement
must be adequately referenced and/or replaced in accordance with Chapter 58.09 RCW. Such
references and replacements must be approved by the State prior to removal of said corners,
reference points or monuments.

14.05 Interpretation and Numbering. This Agreement has been submitted to the scrutiny of
all parties hereto and their counsel if desired. The terms in this Agreement shall be given their
ordinary meaning unless otherwise defined herein or a generally accepted meaning exists within
the industry, and the Agreement shall not be presumptively construed against either party hereto.
Section numbers, headings, or titles are for convenience only and are not to be construed to limit
or to extend the meaning of any part of this Agreement.

14.06 Time of Essence. Time is expressly declared to be of the essence of this Agreement and
each and every covenant of Lessee hereunder. No waiver or consent to any breach or other default
in the performance of any of the terms of this Agreement shall be deemed to constitute a waiver of
any subsequent breach of the same or any other term or condition hereof. In the event time for
performance falls on a weekend or legal holiday designated by the United States or Washington
State, performance shall be deemed to be timely if so rendered on the next business day.

14.07 Amendments. Any amendments, revisions, supplements, or additions to this Agreement
or the attached exhibits shall be made in writing executed by the parties hereto, and neither State
nor Lessee shall be bound by verbal or implied agreements. Such changes may be made by re-
execution of the signature page and the deletion and addition of the appropriate new effective

pages or exhibits governing the change, if any. SAMPLE
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14.08 Entire Agreement. This written Agreement or its successor or replacement contains the
entire agreement of the parties hereto with respect to the matters covered hereby, and no other
agreement, statement or promise made by any party hereto, or to any employee, officer or agent of
any party hereto, which is not contained herein, shall be binding or valid.

14.09 Invalidity. If any term or provision of this Agreement or the application thereof to any
person or circumstance shall to any extent prove to be invalid, unenforceable, void, or illegal, the
remainder of this Agreement, or the application of such term or provision to persons or
circumstances other than those as to which it is invalid or unenforceable, shall be not affected
thereby, and each term and provision of this Agreement shall be valid and be enforced as written
to the fullest extent permitted by law.

14.10 Notices and Submittals. Any notice or submittal given under this Agreement shall be
deemed as received when delivered by hand or five (5) days after deposit in the United States mail
with first-class postage affixed, addressed as noted. Changes of address may be given in
accordance with this section. Any notice or submittal given under this Agreement shall be:

To the State:
Department of Natural Resources
Product Sales and Leasing Division
PO Box 47061
Olympia, WA 98504-7061

To the Lessee:

14.11 Liens. Lessee shall not suffer or permit any lien to be filed against Lessee's interest in
the Property, any improvements thereon or any production therefrom by reason of work, labor,
services or materials performed or supplied to Lessee. If any such lien is filed against Lessee's
interest, any improvements thereon or any production therefrom, Lessee shall cause the same to
be discharged of record within thirty (30) days after the date of filing the same unless other
arrangements are authorized in writing by the State. Lessee shall indemnify the State for any
costs, damages or expenses (including attorneys' fees) incurred as a result of the filing of such
liens or in obtaining their discharge whether such costs, damages or expenses were incurred
prior or subsequent to any cancellation.

14.12 Surrender of Agreement. The Lessee shall have the right of surrendering all or any
portion or portions of the Property at any time, if all rental or royalty payments are current and
paid up to the time of termination, and all other obligations hereunder are satisfied. Lessee shall
exercise this right by giving State sixty (60) days advance written notice of its intent to surrender
accompanied by a release of interest and quitclaim for those portions of the Property to be
surrendered.
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12213 ' 'WellHName and Location. All wells drilled for exploration or production purposes on the
Property shall begin with the word "State" in its official name. The Lessee shall, within ten (10)
days prior to commencement of drilling, advise the State in writing of the well location, name and
date drilling will commence.

14.14 Exhibits. All exhibits now or subsequently attached hereto as provided for in this
Agreement shall be deemed incorporated into and a part of this Agreement.

The Lessee expressly agrees to all covenants herein and binds himself for the payment of the
rental hereinbefore specified.

LESSEE [NAME(S)]

Dated: .20

Name, Title

UBI No.

Address:

Phone: ( )

STATE OF WASHINGTON

DEPARTMENT OF NATURAL RESOURCES
Dated: .20

DOUG SUTHERLAND
Commissioner of Public Lands

Approved as to form

June 21, 2005.

Mike Rollinger

Assistant Attorney General
for the State of Washington
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STATE OF )

JES
COUNTY OF )
On this day of , 20 , personally appeared
before me , to me known to be the

of the corporation that executed the within and foregoing instrument, and
acknowledged said instrument to be the free and voluntary act and deed of said corporation, for the
uses and purposes therein mentioned, and on oath stated that he was authorized to execute said
instrument for said corporation and that the seal affixed is the corporate seal of the said
corporation.

IN WITNESS WHEREOF, | have hereunto set my hand and affixed my official seal the day and
year first above written.

Notary Public in and for the State of
residing at

My appointment expires

SAMPLE

Washington State Department of Natural Resources - Oil and Gas Lease 26 0of 29 - Agreement No



STATE OF WASHINGTON)
) sS
COUNTY OF THURSTON)

On this day of , 20, personally appeared before me
DOUG SUTHERLAND, to me known to be the Commissioner of Public Lands, and administrator
of the Department of Natural Resources of the State of Washington that executed the within and
foregoing instrument on behalf of the State of Washington, and acknowledged said instrument to
be the free and voluntary act and deed of the State of Washington for the uses and purposes therein
mentioned, and on oath stated that he was authorized to execute said instrument and that the seal
affixed is the official seal of the Commissioner of Public Lands for the State of Washington.

IN WITNESS WHEREOF, | have hereunto set my hand and seal the day and year first above
written.

Notary Public in and for the State of Washington,
residing at .

My appointment expires
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EXHIBIT 1A

Legal Description of Premises, and Encumbrances, if any
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[OPTIONAL]

EXHIBIT 7A
HCP REQUIREMENTS

1. The Lessee shall immediately notify the State of new locations of Permit species
covered in the Incidental Take permit (ITP) that are discovered within the leased Property
covered by the Habitat Conservation Plan (HCP), including, but not limited to: locations of
occupied murrelet habitat; spotted owl nest sites; wolves; grizzly bears; nests, communal
roosts, or feeding concentrations of bald eagles; peregrine falcon nests; Columbian white-tailed
deer; Aleutian Canada geese; and Oregon silverspot butterflies. In all circumstances
notification must occur within a 24 hour time period.

2. Upon locating any live, dead, injured, or sick specimens of any listed species covered
by the ITP within the leased Property the Lessee shall immediately notify the State. In all
circumstances notification must occur within a 24 hour time period. Lessee may be required to
take certain actions to help the State safeguard the well being of any live, injured or sick
specimens of any listed species discovered, until the proper disposition of such specimens can
be determined by the State.

3. Lessee shall refer to ITP number PRT-812521 (a copy of the ITP is located for
reference in the region office) in all correspondence and reports concerning Permit activities.

4, All applicable provisions of the ITP and this schedule must be presented and clearly
explained by Lessee to all authorized officers, employees, contractors, or agents of Lessee

conducting authorized activities on the Property. Any questions Lessee may have about the
ITP should be directed to the State.
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